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KEY ECONOMIC INDICATORS FOR THE GOVERNMENT 
OF CYPRUS-CONTROLLED AREA OF CYPRUS 
Millions of Dollars Unless Otherwise Indicated 


1982 1983 83/82 
Est. Change 
INCOME, PRODUCTION, EMPLOYMENT 


Gross National Product (GNP)* 2,163.2 2iaaeS -2.1 
GNP, Constant 1973 Prices 876.1 802.8 
Population (thousands) 524.4 532.0 
Per Capita GNP 4,125.0 3,986.0 
Per Capita GNP, Constant 1973 Prices 1,670.6 1,510.5 
Gross fixed Capital Formation 

at Current Market Prices 623.9 604.2 
Private Consumption 1,349.3 1,364.4 
Industrial Production Index (1973=100) 142.0 145.3 
Industrial Wage Index (1973=100) 466.0 Si? 
Economically Active Population (Thousands) 233.8 
Average Unemployment Rate (4) 
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MONEY AND PRICES 

Exchange Rate (U.S.Dollars per Cyprus Pound) 
Inflation 

Ml (Currency and Demand Deposits) 

Time and Savings Deposits 

Central Bank Discount Rate (%) 


BALANCE OF PAYMENTS AND TRADE 
Gross International Reserves 
Net International Reserves 
External Public Debt 
External Private Debt** 
Debt Service Ratio (%) 
Current Account Balance 
Balance of Payments (deficit = -) 
Balance of Trade 
Merchandise Exports, FOB 

U.S. Share*** 
Merchandise Imports, CIF 

U.S. Share 
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MAIN IMPORTS FROM U.S. 

Wheat, Barley, Sorghum, and Corn 

Leaf Tobacco 

Cigars and Cigarettes 

Industrial Paper 

Textiles (Yarns, Fabrics, Finished Goods) 
General Industrial Machinery 

Computers and Office Equipment 
Telecommunications and Audio Equipment 


-45. 
-22. 
119. 
-6. 
-30. 
25. 
-2. 
15. 
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Sources: Finance Ministry, Planning Bureau, Central Bank of Cyprus, Grain Commission, 
Cyprus Popular Bank, and U.S. Department of Commerce. 


* Text contains selected information on GNP and other items stated in Cyprus Pounds 
** Public Corporations and Private Sector. 


***Main exports to U.S.: Clothing (35.7%); Earth Pigments (26.9%); 
Carobs (18.54); Dairy Products (6.74); Alcoholic Beverages (2.2%). 





OVERVIEW 


In recent years, the Cyprus Pound has dropped in dollar value 
yet stayed strong relative to other hard currencies, reflecting 
the Cypriot economy's comparative strength. To be sure, the 
nation's late-1970's annual 10-percent real growth rates are a 
thing of the past. During 1983 real GNP growth measured in 
Cyprus Pounds was 2 percent. Nevertheless, with slightly 
higher real GNP growth projected for 1984, the outlook is for 
stable future development. Inflation for 1983 was 5.1 percent 
and should drop slightly in 1984, despite the inflationary 
influence of new tariffs. The current account deficit rose 18 
percent from its 1982 level to $179 million in 1983, while the 
central government deficit reached $168 million for the year. 
With its 1983 debt service ratio at a low 11.9 percent, 
however, Cyprus was able to borrow abroad to meet both its 
foreign exchange and fiscal shortfalls. The nation should 
continue to enjoy a good credit rating in coming years, giving 
it a comfortable breathing space in which to tackle the 
structural problems these deficits reflect. 


CURRENT ECONOMIC TRENDS 


BALANCE OF PAYMENTS: The strongest positive factor in Cyprus' 
external accounts situation is tourism, which produced gross 
revenues of $332 million for 1983, serving as a partial 
counterweight to the nation's large merchandise trade deficit. 
Other important factors in limiting the nation's current 
account imbalance were local spending by foreign military units 
($134 million laid out by British sovereign base and UN 
peacekeeping forces) and workers’ remittances ($54 million). 
Nevertheless, the $179-million 1983 current account deficit was 
18 percent (in dollar terms) over its 1982 level. As it had in 
1982, foreign borrowing made up for the shortfall. This left 
the nation's debt service ratio (the percentage of goods and 
services exports needed to pay amortization and interest on 
public and publicly guaranteed medium and long-term foreign 
currency debt) at a modest 11.9 percent for 1983. 
Notwithstanding Cyprus’ current problems, its debt service 
ratio should go no higher than 18 percent through 1988, 
according to observers with knowledge of Cypriot debt's 
maturity structure. (Twenty percent is considered a point at 
which a nation's credit becomes endangered, unless that nation 
has some special revenue source such as petroleum deposits 
which would allow servicing more debt.) 





sin 


EXPORTS DISAPPOINTING: Cyprus’ main foreign markets in 1983 
were the Arab nations, the European Economic Community and the 
Soviet bloc, which respectively took 48, 28 and 6 percent of 
its exports. Its largest single market was the United Kingdon, 
which primarily bought agricultural products. Sales to Arab 
countries were concentrated in the textile and  footware 
industries, the two largest export earners, while Eastern bloc 
nations mainly took agricultural goods, with the U.S.S.R. 
buying about 37 percent of the products (including raisins, 
bulk wine, brandy and distilled alcohol) of Cypriot vineyards. 
The nation's $725 million 1983 trade deficit was due to 
weakness on all these export fronts. Revenues from export of 
agricultural products dropped, while exports of consumer goods 
grew only about 2 percent, a rate lower than inflation. The 
main problem in the farming sector for 1983 was a 5l percent 
decline in (dollar-denominated) potato-export revenues, despite 
increased potato-export volume, as potato prices plunged in 
1983 only to rise again during the first four months of 1984. 
Sluggish 1983 textile sales, in part due to problems in the 
war-torn Iraqi market, stemmed also from’ growing Asian 
competition for Middle Eastern markets. Increased sales to 
Libya and Lebanon helped make up for the drop in shipments to 
Iraq, with textile exports to Libya rising further in early 
1984. The nation's 1983 merchandise export picture would 
nevertheless have been worse had not reexports through Cyprus' 

main port significantly increased as many shippers avoided 
troubled Beirut waters. To stimulate exports, the government 
has exempted export-oriented industries from a_ recent 


electricity price increase and raised the tax exemption on 
export-generated income from 3 percent to 6 percent. 


IMPORTS STAY HIGH: On the import side, the nation's main 
Suppliers in 1983 were the European Economic Community, the 
Arab nations and Japan, with the largest single trading partner 
again the United Kingdom. The government hopes’ export 
promotion supplemented by import substitution will help balance 
its trade account. In 1983 merchandise export revenues paid 
only 41 percent of the nation's merchandise import bill. To 
stem consumer goods imports, which grew slightly to 23.3 
percent of total imports, the authorities have hiked some 
tariffs to as much as 100 percent on a wide variety of goods 
ranging from clothing, footwear, furniture and food items to 
plastics and other items produced locally. Nevertheless, some 
Cypriot economists worry that an import substitution policy 
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may, by raising domestic prices, bring inefficiency to the 
protected home market and thereby result in decreased ability 
to compete for export markets, defeating its own purpose of 
improving the nation's trade account. 


FISCAL POLICY: The projected 1984 fiscal deficit will be about 

million, up 10 percent in dollar terms (or 17 percent in 
Cyprus Pound terms) from last year's level. In 1984 this 
deficit should be financed partly from $64 million in 
domestic borrowing fror Social Security (Social Insurance, 
Redundancy and Central Holiday) Funds. Most remaining 
financing will come from internationally syndicated loans. The 
rise in the deficit comes despite increased indirect taxes on 
cigarettes, beverages, video equipment, real estate, phone 
bills and air travel. The revenues resulting from these 
measures will be more than absorbed by higher outlays, with 
government workers' salaries expected to grow 10 percent over 
their 1983 level and to absorb 40 percent of government 
operating costs. Agricultural subsidies (mostly for 
internationally-bought grain sold to Cypriot stock farmers at 
almost half its purchase price) should be relatively similar to 
last year's at about $57 million, while operating subsidies for 
economic services such as transport and communications should 
tise to $15 million, total subsidies accounting for 39 percent 
of the fiscal deficit. Despite some government officials’ talk 
of instituting a sales or value added tax, neither is likely to 
come into effect during 1984: the votes are not there in the 
House of Representatives to pass significant new tax measures. 
Income tax revenues for 1984 are projected to provide only 18.8 
percent of government revenues totaling $572 million, despite 
high nominal income tax rates. An interdepartmental committee 
has recently suggested proposals to improve income tax 
collection methods. 


MONETARY POLICY: Interest rates paid to depositors have ranged 
from 2 percent (on demand deposits) to 7 percent (on large time 
deposits) since before independence in 1960. The legal maximum 
9 percent lending rate charged by banks to borrowers also dates 
from the colonial British administration. These regulations 
rule out using interest rate shifts as an instrument of 
monetary policy. Removing capital from the country to gain 
higher rates of return elsewhere is effectively prohibited by 
strict exchange controls on amounts Cypriots can send abroad. 
Nevertheless, government officials concede that Cypriot 
investments abroad are substantial, many perhaps dating from 
before 1972, when the exchange controls took their present 
form. In 1984 the money supply (Ml) is expected to follow the 
pattern of the past three years by showing an absolute increase 
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of 30 million Cyprus pounds. In percentage terms this will 
mean decreased Ml growth, a result of Central Bank desire to 
keep inflation under control. In a significant monetary change 
of pace, the Central Bank in early 1984 revised Special Fund 
Rules (which allow commercial bank loans’ for "priority 
projects" to be refinanced from the Special Fund bank reserves 
deposited with the Central Bank) so that it could no longer 
finance tourism projects in Larnaca, Limassol and Ayia Napa, 
the nation's main tourist areas. The priority-project rules, 
set up to assist entrepreneurs displaced in the 1974 
hostilities, had principally financed large hotel complexes in 
these three coastal centers, leading to an oversupply of beds 
and an island-wide occupancy rate of about 48 percent in 1983. 
The effects of the new policy, which are being felt slowly as 
previously approved tourism projects gradually stop coming on 
stream, should help balance development in this economically 
important sector. 


IMPLICATIONS FOR THE UNITED STATES 


POLITICAL STABILITY. The Government of Cyprus controls’ the 
southern 63 percent of the nation's territory, populated 
largely by ethnic’ Greeks. The island's Turkish Cypriot 
community controls the remaining land to the North. In the 
aftermath of the 1983 Turkish Cypriot declaration of an 
independent state in the North (internationally recognized only 
by mainland Turkey), the atmosphere between the Greek and 
Turkish Cypriot communities is one of increasingly strident 
recriminations. Nevertheless, both communities profess an 
interest in reaching a negotiated settlement to unify the 
island under a common government, and efforts to this end 
continue. In the meantime, the two communities live 
separately, with minimal commerce between them. The Turkish 
Cypriots in the North have separate customs, sea ports and 
airports beyond the Government of Cyprus’ control. 


LABOR MARKET. There is 3.6 percent unemployment among the 
Cypriot work force. A high proportion (about 20 percent) of 
the unemployed are college graduates. According to its Central 
Bank, Cyprus ranks third in the world (after the U.S. 
and Canada) in number of university graduates per 1000 of 
population. The well educated Cypriot work force, nevertheless, 
lacks many industrial technical skills, largely because high 
technology industry in which its workers might be trained does 
not have a firm foothold on the island. The average salary for 
unskilled laborers is about $18 per day. Skilled workers 
average $23 daily. There is a minimum wage equivalent to about 
$165 per month for experienced clerical and sales workers, with 
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$15 less per month mandated for beginners in these fields. 
Unions are very strong, representing about 80 percent of wage 
earners (or 62 percent of the economically active population). 
Each worker gets a yearly pay raise based on his rank, plus a 
semiannual 100 percent cost-of-living increase, as well as an 
annual wage increment (set through collective bargaining by 
reference to the economy-wide productivity rise during the past 
year). Foreign employers find Cypriots highly trainable, 
diligent and easy to work with. 


INVESTMENT CLIMATE. Cypriot optimism about the nation's 
economic future rests upon confidence that the government is 
taking steps to improve the investment climate in ways that 
will benefit both Cypriot and foreign investors alike. The 
Income Tax Law of 1984 provides a ten-year tax-exemption for 
manufacturing companies starting operations by 1987, if the 
companies produce items not previously made in Cyprus. This 
tax exemption applies not only to income but also to dividends 
declared by such companies. The law also raises the tax credit 
allowed to unincorporated businesses for investment in plant 
and machinery from 30 to 45 percent of the investment's value. 
By giving various special incentives to corporations (for 
example, by raising the corporate investment tax credit from 45 
to 55 percent), the government hopes to encourage capital 
formation and so increase the number of businesses able to make 
large-scale investments. At present most Cypriot industry is 
confined to light manufacturing as much by lack of capital as 
by insufficient background in other fields. Eighty-five 
percent of Cypriot firms have less than 10 employees. Planners 
hope improved financial intermediation between savers and 
corporations will shift investment to large scale enterprises 
from less productive outlets like real estate speculation. To 
this end, the government reportedly will later this year 
introduce a bill calling for establishment of a small stock 
exchange. Nevertheless, it should be clear that the Central 
Bank of Cyprus is strict in enforcing the requirement that 
investments by foreigners not give them stakes in existing 
Cypriot corporations which are doing well without foreign 
backing. Cypriots see foreign investment's role as helping in 
fields Cypriots cannot for the present handle _ themselves. 
Foreigners are not allowed to establish firms in competition 
with existing Cypriot enterprises and are limited to holding 49 
percent of the shares in newly created corporations, though the 
latter requirement can be waived at Central Bank discretion. 
Cyprus and the United States recently signed a Double-Taxation 
Avoidance Treaty which would take effect on the January first 
following its U.S. Senate ratification. 
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FREE ZONE: As an incentive to investment in the 
slowly-developing Larnaca Free Zone, the new income tax law 
provides that each foreign shareholder of companies locating 
there will for 10 years pay tax at (a) the Cypriot tax rate 
applicable to the company's profit or (b) the Cypriot tax rate 
applicable to that shareholder's dividend, whichever rate is 
lower. Expatriate employees of Free Zone companies will pay 
tax at half the normal Cypriot rate, e.g., be taxed 30 percent 
instead of 60 percent on incomes over $18,000 per year. At 
present, infrastructure for the Larnaca Free Zone is in place 
and one’ factory is under construction’ there. General 
economy-wide tax incentives, such as those offered to firms 
introducing new industries into Cyprus, apply to free-zone 
firms. 


EXPORT OPPORTUNITIES: As a result of their visiting and 
studying in the United States, many Cypriots are familiar with 
American business practices and look to us_ for quality 
merchandise. Nevertheless, the strong dollar hurt our local 
export performance in 1983, particularly on the agricultural 
front. The 14 percent fall in overall United States 
merchandise exports to Cyprus from their 1982 level was more 
than fully accounted for by a sharp 46-percent decline in the 
value of our sales to the Cypriots of grain, our biggest single 
export to the island. In 1983 we exported 137,000 tons of food 
and feed grains, down from 252,000 metric tons in 1982. This 
decline was due not only to the dollar's high value in 1983 but 
also to the growing aggressiveness of a financially-strapped 
Argentina in marketing its grain crop. While Cypriot grain 
demand should continue strong, as semi-arid conditions do not 
permit sufficient local production, it remains to be_ seen 
whether we can regain our traditional market’ share. The 
potential demand for other American agricultural products is 
limited by the island's self-sufficiency in most fruits, 
vegetables and meats except lamb. Fish imports have _ good 
potential, but U.S. exporters have not penetrated this market, 
perhaps due to high transportation costs. On the other hand, 
though the dollar's current strength has made selling U.S. 
goods harder internationally, 1983 saw our nonagricultural 
exports to Cyprus reach $54.5 million, up 8.6 percent over their 
1982 level. The U.S. is, for example, the leader in the Local 
$9-million computer and office-automation market. 

U.S. machinery products also did well locally in 1983, 
despite American exporters’ having to overcome the competitive 
hurdles posed by (i) traditional Cypriot trading links with 
Europe, (ii) lower freight costs to Cyprus incurred by European 
exporters and (iii) preferential tariffs accorded European 
Economic Community products. (Cyprus and the European Economic 
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Community concluded an Association Agreement in 1973 under 
which Cypriot products enjoy some market access privileges in 
the Community, and Community products in turn receive 
preferential tariff treatment in Cyprus.) 


MAJOR PROJECTS: American companies have failed to win most 
recent Cypriot tenders on which they have bid. Nevertheless, 
with the United States Export-Import Bank committed to 
financing the sale of our products on competitive terms, 
American firms should look seriously at upcoming tenders in the 
health, telecommunications and water resource development 
fields. Upcoming medical contracts are likely to cover the 
supply of equipment (such as 1000 m.a. X-ray units, an 
intensive care unit, respirator-ventilators, sterilizers, 
surgery tables, bedside monitors and anesthesiology equipment) 
as well as $3 million in equipment and furnishings for the 
planned Paphos Hospital. In the telecommunications field, we 
expect tenders for the supply of a satellite earth station, a 
small mobile telephone system and a large fiber-optic cable 
network. Upcoming water-development requirements will include 
ductile (or steel) pipes and pumping stations for the $200 
million World Bank-sponsored Southern Conveyor Project, as well 
as equipment and contracting services for the $37 million 
Limassol sewer project, also being implemented with World Bank 
cofinancing. Further sewer projects are also planned at 
Larnaca, Ayia Napa and Paralimni. Moreover, in the energy 
field, the Government and the Electricity Authority of Cyprus 
are now studying the preliminary results of a Bechtel 
Corporation feasibility study into the possible usefulness of 
coal in Cyprus for generation of electricity as well as for 
other industrial applications. One local cement factory has 
already experimented with coal and another is expected to 
follow suit. If a decision is made for a _ large-scale 
conversion from use of petroleum to coal in Cyprus, major 
investments in port and power generation facilities will be 
required. In any case, the Electricity Authority expects in 
the next three to six years to add 60 megawatts of generating 
power through construction of an oil or coal-fired power plant. 


CYPRUS AS AN OFFSHORE BUSINESS CENTER: Cyprus continues to 
develop as a regional marketing and services center, with some 
2500 foreign businesses operating here on an offshore basis. 
Offshore status allows the companies to pay only 4.25 percent 
tax on income generated outside Cyprus, cuts the Cyprus income 
tax payable by the firms’ expatriate workers, and permits 
duty-free import of items such as office equipment and 
expatriate employee household effects. There are over 20 
American company offices here doing business on offshore basis 
with the Middle Eastern and North African regions, and perhaps 
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as many as 80 more U.S. firms doing offshore business from post 
office boxes in Cyprus. The island offers excellent 
telecommunications facilities, first-class banking, accounting 
and insurance services, good airline connections to most Middle 
East countries, and tax incentives (described under INVESTMENT 
CLIMATE, above) to entice new investment. Due to the presence 
of several English language schools, including a new Cyprus 
branch of the American School in Switzerland (TASIS), basing 
U.S. families here involves no educational difficulties aside 
from usual dislocation problems. Day-to-day communication is 
eased by the fact that most Cypriots speak enough English to 
make themselves understood in a business environment. Added 
attractions are a low crime rate, amenities that lure over 
600,000 tourists yearly, and a relatively low cost of living. 
In addition to other offshore companies, there are now seven 
banks licensed to operate as offshore’ banking units. The 
Government and the Central Bank, anxious to promote Cyprus as a 
regional financial center, are hopeful that more banks from 
Europe and the United States can be persuaded to locate here. 
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